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SUBJECT: U.S.-U.K. TREATY NEGOTIATIONS 

1. FOR EMBASSY BACKGROUND. NEGOTIATORS FOR THE U.S. 

AND THE U.K. HAVE REACHED TENTATIVE AGREEMENT SUBJECT TO 
APPROPRIATE APPROVALS ON THE TREATMENT OF DIVIDENDS FOR PUR- 
POSES OF A REVISED UNITED STATES-UNITED KINGDOM INCOME 
TAX CONVENTION. IN PREVIOUS NEGOTIATIONS, THE U.S. HAS 
TAKEN THE POSITION THAT SOME PORTION OF THE SHAREHOLDER 
CREDIT FOR THE BRITISH ADVANCE CORPORATION TAX ("ACT") 

SHOULD BE REFUNDED TO U.S. DIRECT INVESTORS IN BRITISH 
CONFIDENTIAL 

PAGE 02 STATE 182441 

CORPORATIONS IN ORDER TO REDUCE THE DISCRIMINATORY EFFECT 
OF THE BRITISH IMPUTATION SYSTEM. CURRENTLY. THIS DIS- 
CRIMINATION IS ILLUSTRATED BY THE FACT THAT A BRITISH 
CORPORATION HAVING BRITISH SHAREHOLDERS WHICH DISTRIBUTES 
50 PERCENT OF ITS AFTER-TAX PROFITS BEARS AN EFFECTIVE 
U.K. CORPORATE TAX RATE OF ROUGHLY 40 PERCENT WHILE A U.S.- 
OWNED BRITISH CORPORATION MAKING THE SAME DISTRIBUTION BEARS 
AN EFFECTIVE CORPORATE RATE OF 52 PERCENT. 
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2. ON THE ISSUE OF THE TREATMENT OF DIVIDENDS, THE 
FOLLOWING COMPROMISE HAS BEEN REACHED: WITH RESPECT TO 
DIVIDENDS PAID BY A U.K. CORPORATION TO A U.S. DIRECT 
INVESTOR (A U.S. CORPORATION OWNING 10 PERCENT OR MORE OF 
THE STOCK), THE U.K. WILL REFUND TO THE U.S. CORPORATION 
ONE-HALF OF THE ACT ATTRIBUTABLE TO THE DIVIDEND. THE 
CASH DIVIDEND PLUS THE ACT REFUND WILL THEN BE SUBJECT TO 
A U.K. WITHHOLDING TAX OF 5 PERCENT. THE U.S. HAS AGREED 
TO IMPOSE A 5 PERCENT WITHHOLDING TAX ON DISTRIBUTIONS 
FROM U.S. CORPORATIONS TO BRITISH DIRECT INVESTORS. THIS 

IS A REDUCTION FROM THE CURRENT 15 PERCENT TREATY RATE. 

3. THIS COMPROMISE DIFFERS FROM THE INITIAL U.S. PROPOSAL 
THAT T;E U.K. GIVE DIRECT INVESTORS A FULL ACT REFUND 
SUBJECT TO A WITHHOLDING TAX OF 15 PERCENT. THE AGREEMENT H 
HAS THE EFFECT OF REDUCING THE EFFECTIVE U.K. CORPORATE 
TAX RATE ON U.S. DIRECT INVESTMENTS IN THE U.K. TO 
SLIGHTLY OVER 47 PERCENT WHERE 50 PERCENT OF AFTER-TAX PRO- 
FITS ARE DISTRIBUTED. THIS IS ROUGHLY ONE POINT BELOW 

THE U.S. CORPORATE TAX RATE OF 48 PERCENT AND IS AN 
IMPROVEMENT IN THE POSITION OF U.S. DIRECT INVESTMENTS 
WHICH CURRENTLY BEAR A 52 PERCENT EFFECTIVE TAX RATE. 

4. WITH RESPECT TO PORTFOLIO DIVIDENDS. THE U.K. HAS A- 
GREED TO EXTEND U.S. SHAREHOLDERS A FULL REFUND OF THE ACT 
CREDIT, SUBJECT TO A 15 PERCENT WITHHOLDING TAX. THE U.S. 

WILL IMPOSE A 15 PERCENT WITHHOLDING TAX ON PORTFOLIO 
DIVIDENDS PAID TO U.K. SHAREHOLDERS. 

5. WITH REGARD TO BRANCHES IN CONNECTION WITH THE FORE- 
GOING AGREEMENT. THE U.K. NEGOTIATORS AGREED THAT THEY 
WOULD INITIATE MEASURES. ADMINISTRATIVELY AND THROUGH 
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LEGISLATION, TO ALLOW BRANCHES OF U.S. RESIDENTS DOING 
BUSINESS IN THE U.K. TO CLAIM FOREIGN TAX CREDITS AGAINST 
U.K. TAX LIABILITIES IN RESPECT OF TAXES PAID TO THIRD 
COUNTRIES. THIS WILL PRIMARILY BENEFIT BRANCHES OF 
AMERICAN BANKS IN LONDON WHICH ARE CURRENTLY TREATED LESS 
FAVORABLY THAN U.K. BANKS WHICH MAY NOW CLAIM U.K. TAX 
CREDITS FOR SUCH TAXES. 

6. OTHER ISSUES WHICH HAVE BEEN TENTATIVELY RESOLVED 
INCLUDE THE AGREEMENT OF THE U.S. TO STATE IN THE TREATY 
THAT THE BRITISH PETROLEUM REVENUE TAX IS A CREDITABLE 
INCOME TAX. IN ADDITION, AGREEMENT HAS BEEN REACHED 
WITH RESPECT TO THE FUTURE TAXATION BY THE U.K. OF U.S. 
SOURCES DIVIDENDS AND INTEREST WHICH ARE EFFECTIVELY 
CONNECTED WITH THE CONDUCT OF A U.K. PERMANENT ESTABLISH- 
MENT BY A U.S. RESIDENT. (THIS ISSUE ARISES FROM THE 

LADY STRATHALMOND CASE RECENTLY DECIDED IN THE U.K.) 
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7. A MEETING HAS BEEN TENTATIVELY SCHEDULED FOR THE FIRST 
WEEK OF SEPTEMBER FOR DRAFTING TO BEGIN ON THE NEW AGREE- 
MENT. THIS MEETING WILL TENTATIVELY TAKE PLACE IN 
WASHINGTON. 

8. THE U.S. NEGOTIATING TEAM CONSISTED OF FREDERIC 
HICKMAN, NATHAN GORDON, ROBERT PATRICK, GARY 
HUFBAUER, AND PERRY LERNER. THE U.K. NEGOTIATORS WERE 
N. PRICE, F. DALTON, B. POLLARD AND GRIFFITHS. INGERSOLL 

CONFIDENTIAL 


« END OF DOCUMENT » 


Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 06 JUL 2006 



Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 06 JUL 2006 


Message Attributes 


Automatic Decaptioning: X 
Capture Date: 26 AUG 1999 
Channel Indicators: n/a 
Current Classification: UNCLASSIFIED 

Concepts: TAX LAW, NEGOTIATIONS, TAX AGREEMENTS, INVESTMENT TAX CREDITS, TAX DISCRIMINATION 

Control Number: n/a 
Copy: SINGLE 
Draft Date: 01 AUG 1975 
Decaption Date: 01 JAN 1960 
Decaption Note: 

Disposition Action: RELEASED 
Disposition Approved on Date: 

Disposition Authority: greeneet 
Disposition Case Number: n/a 
Disposition Comment: 25 YEAR REVIEW 
Disposition Date: 28 MAY 2004 
Disposition Event: 

Disposition History: n/a 
Disposition Reason: 

Disposition Remarks: 

Document Number: 1975STATE1 82441 

Document Source: ADS 

Document Unique ID: 00 

Drafter: TREASURY:ITC:PLERNER 

Enclosure: n/a 

Executive Order: 1 1 652 GDS 

Errors: n/a 

Film Number: D750266-1040 
From: STATE 
Handling Restrictions: n/a 
Image Path: 

ISecure: 1 

Legacy Key: Iink1975/newtext/t19750899/baaaaqyd.tel 

Line Count: 120 

Locator: TEXT ON-LINE, TEXT ON MICROFILM 
Office: ORIGIN TRSE 
Original Classification: CONFIDENTIAL 
Original Handling Restrictions: n/a 
Original Previous Classification: n/a 
Original Previous Handling Restrictions: n/a 
Page Count: 3 

Previous Channel Indicators: 

Previous Classification: CONFIDENTIAL 
Previous Handling Restrictions: n/a 
Reference: n/a 

Review Action: RELEASED, APPROVED 
Review Authority: greeneet 
Review Comment: n/a 
Review Content Flags: 

Review Date: 24 JUN 2003 
Review Event: 

Review Exemptions: n/a 

Review History: RELEASED <24 JUN 2003 by BoyleJA>; APPROVED <05 NOV 2003 by greeneet> 

Review Markings: 

Margaret P. Grafeld 
Declassified/Released 
US Department of State 
EO Systematic Review 
06 JUL 2006 


Review Media Identifier: 

Review Referrals: n/a 
Review Release Date: n/a 
Review Release Event: n/a 
Review Transfer Date: 

Review Withdrawn Fields: n/a 

Secure: OPEN 

Status: NATIVE 

Subject: n/a 

TAGS: EFIN, US, UK 

To: LONDON 

Type: TE 

Markings: Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 06 JUL 2006 


Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 06 JUL 2006 



